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PREFACE

When the Management Advisory Services (MAS) Division issued the new Statement on Standards
for Consulting Services (SSCS) and changed its name to the Management Consulting Services
Division, the numbering system for new Consulting Services Practice Aids also changed. However,
the three separate practice aid series titles will be continued and a new series title, Industry
Consulting, has been added.
This practice aid, Restaurants and Food-Service Establishments, is the first in the new series
providing practitioners with information about a particular industry, its typical Consulting Services
engagement opportunities, and additional information regarding industry and technical engagements.
The practice aid’s purpose is to assist practitioners in identifying pertinent issues as well as the
resources needed for engagements involving a particular industry.
Although these practice aids often deal with aspects of Consulting Services knowledge in the
context of a structured consulting engagement, they are also intended to be useful to practitioners
who provide advice on the same subjects in the form of a consultation. Consulting Services are
defined in the Statement on Standards for Consulting Services (SSCS) issued by the AICPA’s
Management Consulting Services (MCS) Division. The SSCS appears in appendix C of this practice
aid.
This series of Industry Consulting Practice Aids should be particularly helpful to practitioners
who are considering (1) offering initial or providing additional Consulting Services to clients in an
industry, (2) offering Consulting Services to clients who are entering or considering entry to the
industry, (3) expanding their practice by marketing services to potential clients in the industry, and
(4) undertaking a cooperative engagement by arranging for an industry specialist from outside the
firm to assist a client. For readers employed in the industry, Industry Consulting Practice Aids may
be useful in providing advice to management.
These practice aids do not purport to include everything about an industry that a practitioner
needs to know to become expert in providing Consulting Services. Current conditions in an industry
may vary from those at the time the practice aid was developed.
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80/100

RESTAURANTS AND FOOD-SERVICE ESTABLISHMENTS

80/105 INDUSTRY PROFILE
.01
This section provides an overview of the restaurant and food-service industry. It
defines the industry, compares it with related industries, and identifies its standard industry
classification code. In addition, it presents some historical information about the industry
and describes current trends, the impact of technology, and capital requirements. It also
discusses the characteristics of successful restaurants and food-service establishments, their
business cycles, and competitive issues.

Definition of Industry
.02
Restaurants and food-service establishments include a variety of places that sell food
products for immediate consumption. These establishments usually fall into one of the
following three categories:
•

Restaurants with full-menu or limited-menu table service provided by restaurant
personnel (Some of these places may also have carry-out or drive-through service.)

•

Establishments that are primarily self-service, such as cafeterias and fast-food
restaurants

•

Enterprises that provide food primarily for off-premise consumption, such as
delicatessens and catering and home delivery services

Related Industries
.03
Institutional and contract feeding operations, such as those serving transportation,
health care, educational, and military establishments, share many of the production and
service requirements of restaurants and food-service establishments. However, this practice
aid does not cover these operations because they have different marketing, merchandising,
and business-cycle characteristics.

Standard Industrial Classification Code
.04
The Standard Industrial Classification (SIC) system categorizes industries by type
of economic activity. The SIC code for restaurants and food-service establishments is 5812.
¶ 80/105.04

80/100-2

RESTAURANTS AND FOOD-SERVICE ESTABLISHMENTS

♦
Its purposes are to facilitate the collection, tabulation, presentation, and analysis of data
relating to establishments, and to promote uniformity and comparability in presentation of
statistical data describing the economy. The SIC is used by agencies of the U.S.
government that collect or publish data about particular industries. It is also widely used
by state agencies, trade associations, private businesses, and other organizations, including
publishers of industry reference books, such as Robert Morris Associates and Dun and
Bradstreet.

Historical Information
.05
The demand for restaurants and food-service establishments has grown with the
increase of two-income families. These families generally have more disposable income and
are willing to spend more on meals. Their members usually have little time to spend in the
home and therefore give meal preparation a low priority. Consequently, dining out and
eating take-out food represent a greater portion of the food costs of a family than ever
before.

Current Trends
.06
Franchised outlets account for a majority of all restaurants and food-service
establishments in the United States. Regional and national chains also make up a significant
segment. Franchises give small operators the advantage of immediate brand identification
without a large capital investment. This brand recognition is important because customers
trust the brand name to provide clean, quick, and consistent service.
.07
Consumer demand for quick, convenient, and pleasing food is spurring growth in
the industry. Many enterprises are expanding their businesses by establishing take-out
services, drive-through windows, and home delivery. For example, some retail food stores
specializing in high-quality foods have developed take-out sections to accommodate
customers who want the convenience and comfort of eating prepared food in their homes.
Convenience and grocery stores have also made significant inroads into the take-out
market.
.08
In past years, home delivery usually meant pizza delivered to the door. Now, other
fast food establishments, as well as independent facilities, offer home delivery. A recent
innovation is home delivery service for a group of neighborhood establishments.
.09
Although restaurant and other food-service employees account for approximately
one third of retail employees, there is a shortage of qualified, committed personnel. Low
wages coupled with inordinately long hours of operation exacerbate this situation. Many
establishments, therefore, have expanded their employment pool to nontraditional sources,
such as senior citizens and handicapped persons. To increase employee retention, many
employers provide staff training programs and offer benefits such as tuition assistance and
child-care reimbursement.

¶ 80/105.05
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Another industry trend responds to Americans’ increasing awareness of how their
health is affected by the foods they eat. Consequently, many food-service establishments
offer selections that are low in calories or cholesterol, approved by the American H eart
Association, or otherwise perceived to be more healthful. By offering these selections,
many enterprises enhance the value of all their products as perceived by the consumer,
thereby generating more revenues.
.11
The restaurant industry has been affected by changing attitudes towards the
consumption of liquor, beer, and wine. In many restaurants, sales of alcoholic beverages
used to account for a substantial portion, and in some cases a majority, of revenues. To
compensate for revenue declines resulting from decreased beverage sales, many eating
establishments are expanding menu offerings and promoting other activities to retain
market share.

Impact of Technology
.12
Computer technology helps managers of restaurants and food-service establishments
serve customers efficiently, use internal controls effectively, and forecast accurately. The
point-of-sale (POS) system streamlines food preparation and service by connecting the sales
and production functions. Using POS terminals, servers send the order for each menu item
directly to terminals and printers in production areas, instead of delivering them physically.
The orders are processed faster with less confusion, allowing servers to provide more
attentive service. Furthermore, internal control is provided by matching all food leaving
the kitchen with a sales check. The POS system also reduces the number of missing checks
by assigning and keeping track of order numbers.
.13
The POS system improves the effectiveness of internal controls by recording each
sale by item and time of day. Other software applications further enhance internal controls.
These applications include automated sales reporting, menu costing by component, menu
explosion for component ordering, inventory variance reporting, reorder reporting, and
waste reporting.
.14
Management can also use computers to prepare work schedules, perform
timekeeping, and track employee productivity. Software technology can help food-service
establishments improve forecasting by providing the ability to analyze labor utilization as
well as customer traffic by time period and sales by menu item. Accurate forecasting is
often the difference between success and failure in an industry with extremely perishable
products, tight profit margins, and labor-intensive operations.

Capital Requirements
.15
Restaurants and food-service establishments require capital for land, building,
equipment, furnishings, and decoration. Working capital is also required for marketing,
inventory, payroll, and other overhead.

¶ 80/105.15
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.16
Real estate is often leased. Typical terms require the tenant to pay taxes, insurance,
and repairs and maintenance. Rents are often partially based on a percentage of total
revenues.
.17
Kitchen equipment and furnishings can be purchased or leased. Suppliers and
leasing companies usually provide a three- to five-year lease-purchase agreement. The
industry’s transitory nature and high failure rate create an active market in used restaurant
equipment and furnishings.
.18
Franchise fees typically range from $10,000 to more than $200,000, plus a
percentage of gross sales. These fees vary according to the amount of support the
franchisor provides and the nature of the operation. Support may include providing signs,
operating and accounting manuals, architectural drawings, staff and management training,
and advertising. The franchisor usually expects the franchisee to demonstrate commitment
to the venture by being "at risk" for the investment, rather than allowing the funds to be
borrowed. Often the franchisee is required to purchase certain supplies and food stock
from the corporate franchisor or from vendors designated by the franchisor.
.19
Many independently owned establishments continually lack sufficient capital to fully
execute their objectives. Typical working capital requirements are three to four months’
operating expenses. Conventional lenders may provide lines of credit to established
operations, but because restaurant and food-service ventures involve high risk, bank loans
for working capital and equipment for new ventures may be hard to obtain without a
pledge of personal collateral.

Industry Characteristics
.20
A successful restaurant or food-service establishment combines creativity with
careful attention to detail. Marketing concepts and menu offerings must reflect current
tastes. Pricing, food preparation, and service must meet consumers’ expectations of pricevalue relationships. Business success depends on such factors as consistency in food quality,
cleanliness and pleasantness of the ambience, the friendliness and positive attitudes of the
staff, and efficiency in service.
.21
Marketing techniques to increase sales may include advertising, in-store promotions,
and special offers to neighborhood businesses and residents. As in any customer-oriented
business, efficient service, suggestive selling, and the maintenance of quality and consistency
of product and service support marketing efforts.
.22
Managers achieve profitability by developing and executing a detailed plan that
addresses the following elements:

¶ 80/105.16
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Market research and marketing, promotion, and advertising strategies

•

Site location, design and layout, theme and decor, and menu design

RESTAURANTS AND FOOD-SERVICE ESTABLISHMENTS

80/100-5

♦
•

Financial management issues, including menu pricing, component sales forecasting,
costs for disposable products, linen, china, glassware and silverware, waste and
spoilage, employee meals, and controls for labor, inventory, cash, and so forth

•

Labor costs and scheduling

•

Employee recruitment, training, and retention

.23
Restaurants and food-service establishments are labor-intensive operations. In
general, the industry wage scale is low, with many employees at the minimum wage level.
The extent to which these low wages are supplemented by tips depends on the type of
restaurant and menu prices. Management is continually concerned about the effects of
increases in the minimum wage and related employee benefits on menu prices and profits.
.24
The low wage scale hampers the recruiting and retaining of dependable, honest, and
motivated employees. Many establishments supplement their core staff with part-time and
on-call employees. The scheduling of employees must comply with minimum-shift and
minimum-notice requirements of federal, state, and local regulatory agencies.

Business Cycles
.25
Effective purchasing, scheduling, cost control, and marketing require an
understanding of the business cycles of the general industry and of each restaurant’s
particular location. In general, industry-wide standards cannot be used to project
fluctuations in business volume accurately. It is difficult to determine whether a trend will
be short- or long-term. However, careful attention to trends in dollar and unit sales may
provide an early warning of a problem.
.26
Theater productions, athletic events, festivals, and customer paydays affect the days
and hours on which patrons arrive. Restaurants in certain resort areas or close to sporting,
cultural, and business complexes can also be subject to seasonal fluctuations. One
establishment’s business cycle may differ completely from that of a nearby competitor for
reasons that are quite difficult to identify.

Competition
.27
Competition for market share is intense and ongoing. A wide variety of food
services is available in every price range, ethnic variety, service style, and atmosphere.
Competition for the consumer’s dollar comes from gourmet restaurants, pizza parlors, hot
food delivery services, and grocery stores offering sandwiches, salads, and other prepared
foods. The competition has intensified further as prepared food becomes more available,
convenient, and inexpensive. Microwaveable prepared food from various outlets has also
emerged as a serious competitor.

¶ 80/105.27
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New ideas can spur growth and generate additional revenues. To lure customers,
operators regularly promote specials. Fast food establishments expand their menus to
reach broader markets, and upscale restaurants develop lower-priced, less formal outlets.
Survival in the industry depends on responding effectively to consumer attitudes, behavior,
and buying patterns.

80/110 TYPICAL MAJOR DAY-TO-DAY ACTIVITIES

Labor
.01
Labor in restaurants and food-service establishments falls into two categories:
service and kitchen. These groups are sometimes referred to as front- and back-of-thehouse. Typical activities of kitchen employees include food preparation, storeroom and
inventory control, and kitchen sanitation. Kitchen staff are more or less skilled depending
on the type of establishment. In some establishments, less skilled kitchen employees do the
final preparation of many frozen or vacuum-packed foods received from a central
commissary or third-party processors. Higher-quality operations, however, prepare most
foods on the premises. In this type of operation, kitchen employees are more highly skilled
in preparation techniques.
.02
Front-of-the-house employees include those who greet and seat customers, wait on
them, and bus the tables. These individuals typically interact frequently with customers and
therefore must be trained in proper selling techniques and etiquette. Their personal
hygiene and appearance must be inoffensive.

Management
.03
In restaurants and food-service establishments, effective management involves
controlling quality in both preparation and service while continuously adjusting staffing and
purchasing to meet fluctuating sales volume. To avoid excessive labor costs and to prevent
waste and spoilage, management needs to forecast its business volume accurately.
.04
Kitchen employees normally are supervised by either a chef or a food production
manager, depending upon the type of operation. Food managers need to calculate food
production correctly to anticipate sales volume so that prepared food will be held for as
short a time as possible before being served and waste will be minimal.
.05
Overstaffing, improper scheduling, and excessive overtime for both kitchen and
service employees can lead to exorbitant labor costs.
.06
Most managers monitor costs, especially food and labor costs, on a daily basis.
Consequently, they require timely and accurate financial reporting. Since many low-unitcost transactions take place in a short time, the accounting systems must minimize
paperwork and accurately report sales, labor hours, and food cost.
¶ 80/105.28
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Materials
.07
Restaurant and food-service establishments use controls to prevent spoilage,
pilferage, and waste due to overproduction. Controls also prevent losses due to unreported
sales, cash diversions by employees, and deviations from predetermined portion sizes.
.08
Proper purchasing and receiving controls ensure that food paid for is ordered and
received in accordance with established quality standards.
Managers are careful of
purveyors who overcharge and purchasing agents and kitchen personnel who divert goods
for their personal gain.
.09
Accurate forecasting of sales by menu item ensures that perishable food will be used
before it spoils. With proper storage techniques, food is used on a first-in, first-out basis.
Correct production forecasting and holding procedures are required to prevent the
preparation of excess food and to keep prepared food from sitting too long in the kitchen
before it is served.

80/115 AREAS OF BUSINESS RISK
.01
Restaurants and eating establishments have a very high failure rate. Most failures
result from undercapitalization and entrepreneurs’ inexperience with this very complex
business. Other areas of business risk are associated with laws and regulations, consumer
tastes, labor, and management oversight.

Capital Formation
.02
Adequate capital is required to develop the establishment and fund initial
operations until it reaches a normal level of business. Given the high risk, equity
capitalization often works better than debt financing.

Laws and Regulations
.03
Restaurants and food-service establishments are subject to various liabilities
associated with grog (dram) laws (relating to serving liquor), local beverage laws, food
poisoning, and employer-employee laws and regulations. They are also subject to local
health department and Food and Drug Administration (FDA) regulations. The risks
associated with failure to comply with these regulations range from damaged reputations
to fines to closing.

Consumer Tastes
.04
The primary area of risk is concept. An establishment needs to have the right type
of food, at the right price, in the right atmosphere for its market. While there are always
¶ 80/115.04

80/100-8

RESTAURANTS AND FOOD-SERVICE ESTABLISHMENTS

♦
certain underlying long-term trends in the industry, consumer tastes change often and
sometimes drastically. Successful owners and managers ensure that their operations meet
the menu content, pricing, and service styles expected by their market.

Employee Hiring and Retention
.05
Since restaurants and food-service establishments are labor-intensive operations,
effective personnel management is a key to success. Managers control labor costs by using
proper hiring, training, scheduling, and supervision methods. The industry’s high employee
turnover and generally low skill level plus its service-intensive nature create risks associated
with personnel recruitment and training. Employers need to be aware of their responsibility
to comply with immigration regulations. In addition, an effective training program is
required to ensure that employees follow proper safety procedures, thereby minimizing the
risk of injury. Good training also helps motivate employees to be honest, pleasant, and
technically proficient in both the production and service areas. Positive staff attitudes are
critical to success, especially for more sophisticated establishments whose customers’ choices
are more discretionary. Managers who can motivate and train, rather than dictate to,
employees will probably be more successful in developing and retaining productive
employees.
.06
Although training costs may seem high in relation to short-term benefits, the
long-term benefits usually exceed the initial costs.

Management Oversight
.07
The nature of the business requires constant management attention. Hours of
operation often dictate that the owner-manager cannot be on site at all times. However,
if a conscientious manager is not on site during all hours of operations, the enterprise is at
risk for problems associated with inferior food preparation, staffing, and pilferage.

80/120 PERFORMANCE MEASURES
.01
Performance measures and related statistics are well defined for the industry. The
National Restaurant Association publishes operational and financial performance measures
annually in The Restaurant Industry Operations Report. This source also has current detailed
comparative data.
.02
The performance measures described in the following paragraphs are useful for
comparing an establishment’s performance with that of similar operations. These measures
may vary greatly according to region, city, level of restaurant service (for example, full or
limited), and cuisine (for example, seafood, steak, American, Continental, Italian).
Consequently, this practice aid does not provide sample statistics.

¶ 80/115.05
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One measure, however, is fairly constant for all restaurants: prime costs, which are
the total food and labor costs, should be less than 65 percent of sales. A full-service
restaurant with a varied menu, for example, may have 33 percent food costs and 32 percent
labor costs, or a steak house may have 45 percent food costs and 20 percent labor costs.
Both then would be within the 65 percent prime cost ratio, which represents the margin
needed to cover overhead and profit. This measure came into use as convenience products
became more prevalent in the industry. The higher cost of convenience food items is
generally offset by the lower costs for food preparation. For this reason, the prime costs
are often used in setting menu prices.
.04
Other performance measures are associated with revenues, expenses, operations,
and productivity.

Revenues
.05
Revenue ratios may be calculated for food, beverages, or both.
include—

These ratios

•

Revenue per seat, which is total revenue divided by the number of seats.

•

Revenue per hour, or the total revenue divided by the number of business hours.

•

Revenue per server, which is the total revenue divided by the number of servers.
This ratio may also be calculated by meal period.

•

Check average, or the average amount spent per person, which is determined by
dividing the check totals by the number of patrons served.

•

Beverage to food ratio, which is the beverage revenues divided by food revenues.

Expenses
.06
Expenses may be measured in total dollars or as a percentage of revenue. For
example, food costs could be determined by totalling the costs of food sold, excluding the
costs of food used for employee meals. This measure may be expressed as a total dollar
amount or, if divided by food revenues, as a percentage. Similarly, the costs of wine, beer,
and liquor would be expressed in the total dollar costs of each item or as a percentage of
sales of each item.
.07

Other measures are determined as follows:

•

Paper costs: Total paper costs divided by food sales.

•

Bar supplies costs: Total bar supplies costs divided by bar sales.

¶ 80/120.07
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Promotion costs: The costs of food and beverages used for promotional purposes
divided by total revenues. This typically includes the costs of complementary food
and beverages, such as hors d’oeuvre, or the costs incurred through participation
in discount coupons, two-for-one drink specials, or dining clubs.

•

Occupancy costs: The total of mortgage and rental costs, plus related expenses,
including property taxes, common area maintenance, and property insurance divided
by total sales.

•

Advertising costs: Total media advertising costs divided by total sales.

•

Entertainment costs: Total entertainment costs, minus cover charges, divided by
total sales. These costs relate to third-party entertainers, such as musicians and
comedians.

•

General and administrative costs: Total general and administrative costs divided by
total sales.

•

Labor costs: The total costs of all salaries and wages in an operation, including
indirect labor costs divided by total revenues.

.08
Another expense measure is inventory turnover, which is the total costs of food or
beverages or both divided by the average inventory of food or beverages or both. This
ratio is calculated to show how effectively the food and beverage inventories are used.

Operations
.09
Several factors that are difficult to measure affect an establishment’s success. The
neglect of one or more of them can harm an operation. These factors include cleanliness,
customer service levels, customer satisfaction, food quality, reputation, and repeat visitation.

Productivity

¶ 80/120.08
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Productivity can be measured in the following ways:

•

Number o f customers served. The total number of patrons, sometimes referred to
as number of covers served.

•

Number o f customers per hour. The total number of customers for the day or meal
period divided by the number of hours in the same period.

•

Number o f customers per server. The total number of customers served divided by
the number of servers on duty. This ratio may be calculated for the day or for each
meal period.
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•

Meals served per hour. The total number of meals served divided by the number of
hours in the meal period or day.

•

Revenues per labor hour. The total revenues divided by the total labor hours per
day or per meal period.

•

Turns. The total number of meals served divided by the number of seats in the
dining rooms. Although this ratio may be calculated for a day, it is more
meaningful when calculated by meal period.

80/125 TYPICAL ENGAGEMENTS
.01
Practitioners can provide a variety of services to clients who are operating or are
considering establishing restaurants and food services. Success in this industry requires
substantial analysis of financial and service indicators and attention to detail. The
practitioner can aid clients in collecting and analyzing the data needed to understand
merchandising, cost control, financial controls, and the business in general. Typical
engagements include the following:
•

Analysis of a potential acquisition

•

Evaluation of internal controls

•

Menu-sales analysis

•

Menu-costing analysis

•

Menu-pricing analysis

•

Evaluation of a POS system

•

Staff scheduling

•

Food-cost analysis

•

Statistical-controls analysis

•

Lease-versus-buy analysis

•

Evaluation of employee training, including

•

Accounting system evaluation, selection, and implementation

•

Financial planning

•

Business valuation

manuals

¶ 80/125.01
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•

Operations or profit-improvement study

.02
The typical objectives, work plan, and output of several of these typical
engagements are described in the following pages.

Analysis of a Potential Acquisition
.03
A practitioner engaged to help a client analyze a potential acquisition points out the
risks and rewards in such a venture. The extent of the service to be provided usually
depends on the sophistication and experience of the client. Often those interested in an
acquisition lack the financial knowledge necessary to properly identify and evaluate
historical operating activity. In many instances, assistance is also required to project results
for future periods under differing operating scenarios. The engagement approach is also
applicable to situations in which the practitioner is assisting a client with the sale of an
established business.
.04
Engagement Objectives. Through discussions, the practitioner first determines the
client’s personal and economic objectives in acquiring the establishment. The next step is
to establish the scope of work required to provide the client with the information needed
to evaluate whether the acquisition meets these objectives.
.05
Engagement Activities. The scope of work normally involves inspecting the facilities
and analyzing the site location’s accessibility, parking capacity, visibility, and relationship to
sources of demand and other activity centers. Other activities include reviewing—
•

Historical operating results, through analysis of statistics and operating margins.

•

Assets, liabilities, and capital.

•

Business patterns, including the number of covers served by day of the week and
by meal period and average checks per cover.

•

Competitive establishments’ advantages, disadvantages, business volumes, and so
forth.

•

Overall economic growth in the market area.

•

Potential new competition and the impact of trends in the industry.

•

Current management, employees, and the establishment concept as they relate to
the market.

.06
Engagement Reporting. After analyzing these elements and the data, the consultant
develops a report that will allow the client to evaluate the reasonableness of an acquisition
or a sales price. The report estimates the potential sales volumes, expected profits, capital
requirements, and return on investment that the new owner can expect. The report also
¶ 80/125.02
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♦
describes the scope of the engagement, the methodology used to derive the estimates, and
the key assumptions. Finally, it outlines the steps needed to obtain the potential sales
volume, describes the potential risks, and states the appropriate qualifications.
.07
Engagement Issues. Reliable historical operating data may be unavailable for the
required analysis. Another possible problem may be the accountant’s inexperience in
assessing the effect of certain elements—such as signs, accessibility, and acceptance in the
marketplace—on the suitability for purchase. In this case, the practitioner would need to
coordinate the work with outside consultants.

Evaluation of Internal Controls
.08
Many food-service establishments are constantly concerned with problems related
to the control and proper utilization of resources. High employee turnover, along with long
operating hours, dictates that adequate controls be in place to protect the owner’s interests
and safeguard assets.
.09
Engagement Objective. The objective of an engagement to evaluate internal
controls is to assess and recommend cost-effective improvements.
.10

Engagement Activities. The engagement approach includes the following activities:

•

Reviewing cash-handling techniques, measures to prevent food theft and spoilage,
policy manuals, and all forms used in the organization

•

Analyzing purchasing and receiving procedures

•

Interviewing management to determine their understanding and use of the controls

•

Interviewing employees responsible for implementing the system to determine their
understanding of the system and their methods of application

•

Analyzing subsystems through observation, testing, and review of documentation

•

Making a flowchart of the system

•

Comparing the system designed with that actually in use and noting any deviations

•

Analyzing and testing any possible improvements in the system

.11
Engagement Reporting. At the conclusion of the engagement, the practitioner
issues a report to management stating the scope of the engagement, the findings and
recommendations, and the reasons for the recommendations. In developing or assessing
internal controls, the practitioner keeps in mind that the system needs to be simple. The
reason is that turnover in the industry is high, so the system needs to be learned quickly by
new employees. The system also needs to minimize paperwork since employees responsible
¶ 80/125.11
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for food production and service will often also be key elements in the control system.
Finally, the system should be cost-effective.
.12
Engagement Issues. Collusion among employees, between employees and vendors,
or between employees and customers may be difficult to detect. Other possible problems
are inconsistency in application of control procedures between shifts and reluctance in
accepting and using formal procedures.

Staff Scheduling
.13
Engagement Objectives. The practitioner can assist the restaurateur in developing
guidelines that will maximize employee productivity while providing the service needed to
maintain a loyal customer base.
.14
Engagement Activities. At the outset of the engagement, the practitioner meets
with the client to gain an understanding of the level of service to be provided, including
fixed minimum-staffing requirements. The practitioner learns procedures for food and
beverage preparation, order pickup, and delivery to the customer. For example, the
practitioner determines if all food is "plated" in the kitchen, or if some items are prepared
or served at the table. Other considerations may be whether one waiter or waitress and
a busboy cover a table or teams of waiters and waitresses, along with one busboy, cover a
larger station and whether runners deliver food from the kitchen to the dining room. The
practitioner also learns the expected time to turn over a table.
.15
The practitioner discusses these factors with the client, who can determine the
relative value of each item according to the pattern of business, pricing structure, and
competitive position.
.16
Once the standards are agreed on, the practitioner begins a productivity analysis by
establishing a test period of four to eight weeks during a normal business cycle. During this
period, the practitioner reviews daily sales reports and payroll records to chart the number
of covers served by meal and period, by day and the numbers of hours worked, and by each
employee position in the dining room and kitchen. The next step is to analyze the patterns,
determining whether periods of low productivity occurred when staffing was above fixed
minimum levels and whether service levels were appropriate during periods of high
productivity. The practitioner also monitors service levels and practices during meal
periods.
.17
Based on the productivity analysis, the practitioner produces the actual work
schedule and develops a revised or pro forma schedule. After determining whether
variances between the scheduled levels of service and appropriate levels resulted from
scheduling practices, poor forecasting, or unforeseen factors affecting sales volume, the
practitioner revises the scheduling and forecasting procedures as needed.
.18
Engagement Reporting. The output of a staff scheduling engagement is a report
setting forth the client’s objectives and constraints, outlining the scope and methodology of
¶ 80/125.12
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♦
the analysis, and describing the findings and recommendations, including the basis for each
recommendation. The practitioner and the client discuss the report and a recommended
implementation program.
.19
Engagement Issues. External factors, such as weather and unforeseen cultural and
sporting events, can affect the restaurant’s labor requirements and prevent the practitioner
from performing a valid productivity analysis. Similarly, the high turnover rates associated
with restaurants and the related need for training and orientation can affect productivity
levels and, in turn, required staffing.

Cost Analysis
.20
Many restaurant operators lack sufficient information to determine the specific
contributions of menu items to gross margins and profitability. The operators must
understand these relationships to address many other aspects of operations. Furthermore,
operators can use this information to compare the performance during one period with that
of an earlier period in order to assess whether performance goals are being met. This
information can also be compared with national statistics.
.21
Engagement Objective. The objective of a cost analysis engagement is to enable
the client to calculate required data, such as menu-item costs, food and labor costs, and the
contribution by item to overhead and net profit, and to track performance, using defined
ratios and statistics.
.22
Engagement Activities. The activities of a cost analysis engagement include
establishing methods for costing out menu items, determining food and labor costs, and
tracking performance statistics.
•

Menu pricing. The first task is to develop a procedure to cost out each menu item
by recipe. The menu-pricing analysis shown as exhibit A-1 of appendix A provides
a suitable format for carrying out this procedure.

•

Food and labor cost analysis. Once the procedure for menu-pricing analysis has
been established, the next process to address is the projection of contributions by
each item to gross and net profits. This process can be structured to yield various
operating statistics when combined with forecasted sales by item. The practitioner
gives specific attention to the percentage analysis by item of food cost, combined
food and labor cost, and net profit because these data are often considered
benchmarks of restaurant profitability. A model format for a food and labor cost
analysis is presented in exhibit A-2 of appendix A.

•

Statistical controls. After developing methods for determining food costs and their
contribution to profitability, the practitioner develops a process for tracking and
analyzing key operational ratios. Exhibit A-3 in appendix A is a statistical controls
analysis form that restaurant operators can use to track performance indicators and
compare them with national averages.
¶ 80/125.22
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.23
Engagement Benefits. The primary benefit of a cost analysis engagement is it
provides clients with a structure they can use continually, with a limited investment of time,
to monitor their operations. The secondary benefit is it gives feedback that will support
marketing efforts.
.24
Engagement Issues. In general, independent operators, rather than franchise
operators, will engage practitioners to conduct a cost analysis. Larger franchisers and chain
establishments typically address these issues in detail as part of standard training,
incorporating forms and procedures in operating manuals. In many instances, another issue
for practitioners may be the time constraints placed on restaurant operators. In these
instances, the compilation of data may be delegated to appropriate staff.
.25
The key issue is to ensure that restaurant operators understand the impact of
variables—such as portion control, purchasing, product mix, and unit sales volume—on
profitability. Operators should understand, for example, that they need to make a decision
about continuing a menu item with a low profit margin. Exhibit A-2 in appendix A
illustrates such a case: the operating margin of product C is significantly lower than those
of products A and B.

Menu-Sales Analysis
.26
A critical success factor in restaurants and food-service establishments is the
maximization of sales per customer. Sufficient data is often unavailable to help
management make decisions about product mix or to evaluate the impact of promotions.
.27
Engagement Objective. The purpose of a menu-sales analysis engagement is to
assess the effectiveness of marketing techniques in order to develop a plan for maximizing
sales.
.28
Engagement Tasks. The engagement approach includes analyzing either POS
system output or actual guest checks for a sample period. The time period, usually at least
two weeks, should represent normal business patterns and adequately consider seasonal
preferences. The practitioner determines what items customers are ordering, such as
appetizers, side dishes, desserts, and alcoholic beverages, and whether sales of these items
vary significantly according to meal period or server. The practitioner can obtain
information about customer preferences through survey forms or random interviews.
.29
Important factors for practitioners to consider are customer product preferences
and the effectiveness of suggestive selling, both in the menu and orally by servers. In
addition, practitioners evaluate whether menu content and format, as well as the training
of servers in suggestive selling, help increase sales. They also analyze menu item gross
margins to determine such matters as, for example, whether the best seller is a loss leader.
.30
Engagement Reporting. The output of the study usually is a report describing such
items as the percentage distribution of sales by primary menu item and the percentage of
customers ordering appetizers, desserts, salads, other side dishes, and alcoholic beverages.
¶ 80/125.23
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The report may describe the variations in these percentages according to server, time of
day, and day of the week. The practitioner also comments on customer preferences
according to type of food and price level and the ratio of specials to printed menu items.
.31
Engagement Issues. The practitioner may find that the POS does not capture the
required data in the proper format. The practitioner also needs to be aware that seasonal
and other external trends that influence customer purchases may go unidentified. Finally,
an analysis based on current menu content may fail to identify customer preferences for
items not offered.

¶ 80/125.31
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APPENDIX 80/A
ILLUSTRATIVE MATERIALS
Exhibit 80A-1

Menu-Pricing Analysis

Percentage
Guidelines
Cafeteria
Dining Room
Take-out

Competitive
Prices

Competitor
%
%
%

$
$
$

Name of item, entree, or special

Item/Ingredient

Vendor/
Source

Unit
Price

Portion

Cost per
Portion

Subtotal
_____ % Additive,
spoilage, and other
Total portion cost

Costed by

Date

Comments and suppliers’ information

Cost Price

% Cost to
Selling Price

Selling
Price
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E xhibit 80A-2

Sample Food and Labor Cost Analysis

Item

Product A

No. of items sold
Entree cost

1,000
$

4.25

$

Product B

Product C

1,000

1,000

.90

$

.55

Plate cost

1.60

1.05

.20

Total food cost

5.85

1.95

.75

14.65

6.00

2.75

Total revenue

14,650.00

6,000.00

2,750.00

Total food cost

5,850.00

1,950.00

750.00

Gross margin

8,800.00

4,050.00

2,000.00

Sales price

32.50%

27.27%

3.00

1.20

.90

Labor cost per 1,000 meals

3,000.00

1,200.00

900.00

Total food and labor cost

8,850.00

3,150.00

1,650.00

Food-cost percent
Labor cost on a meal-served
basis

Total food and labor percent

40%

60.40%

60.00%

52.50%

Excess available for overhead
and margin

5,800.00

2,850.00

1,110.00

Overhead $1.00 per meal

1,000.00

1,000.00

1,000.00

$ 4.800.00

$ 1.850.00

Operating margin
Operating margin percent

32.76%

30.83%

$

100.00
3.63%
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E xhibit 80A-3

Statistical Controls Analysis

Your Restaurant

Indicator

________ Range_____
Low
High

National
Average

Sales per seat

______

______

$ _________

Sales per full-time-equivalent employee

______

______

$ _________

Turns per meal period

______

______

_________

Food-cost percentage

______

______

_________

Liquor-cost percentage

______

______

_________

Food-sales percentage of total sales

______

______

_________

Beverage-sales percentage of total sales

______

______

_________

Combined merchandise cost

$

Payroll and related labor cost

$

Combined payroll and merchandise cost

______

$

Advertising

$

Entertainment

$

Promotion

$

Depreciation

$

Rent, property taxes, and insurance
(occupancy)

$

Utilities

$

Net income

$

Average check—breakfast

$

Average check—lunch

$

Average check—dinner

$

80/100-23

A P P E N D IX 80/B

SELECTED SOURCES OF INDUSTRY INFORMATION

Associations
The following organizations produce books, periodicals, and other publications about issues
associated with operating restaurants and food-service establishments. In addition, many of these
organizations and their local affiliates sponsor national and regional trade shows as well as
educational programs.
American Motel and Hotel Association
1201 New York Ave., N.W., Suite 600
Washington, D.C. 20005
(202) 289-3100
Foodservice and Lodging Institute
1919 Pennsylvania Ave., N.W.
Washington, D.C. 20006
(202) 659-9060
International Caterers Association
220 S. State St., Suite 1416
Chicago, Ill. 60604
(312) 922-0966
National Restaurant Association
1200 17th St., N.W.
Washington, D.C. 20036
(202) 331-5900

Statistics Sources
Bank of America. Small Business Reporter: Restaurants. San Francisco, Calif.: Bank of
America.
National Restaurant Association. Restaurant Industry Operations Report. Washington, D.C.:
National Restaurant Association. Annual.
U.S. Bureau of the Census. Current Business Reports: Monthly Retail Trade. Washington,
D.C.: GPO.
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Periodicals
Cornell Hotel and Restaurant Administration Quarterly.
Ithaca, N.Y. 14850.

20 Thornwood Dr., Suite 106,

Food Management. Harcourt Brace Jovanovich, Inc. 120 W. Second St., Duluth, Minn.
55802.
Independent Restaurants. 2132 Fordem Ave., Madison, Wis. 53704.
Prepared Foods. Gorman Publishing Company. 8750 W. Bryn Mawr, Chicago, Ill. 60631.
Reference Point: Food Industry Abstracts. Food Marketing Institute, 1750 K St., N.W.,
Washington, D.C. 20006.
Restaurant Business. Bill Communications Inc., 633 Third Ave., New York, N.Y. 10017.
Restaurant Hospitality. Penton/IPC, Inc., 1100 Superior Ave., Cleveland, Ohio 44114.
Restaurants & Institutions. Cahners Publishing Co., 1350 E. Touhy Ave., Des Plaines, Ill.
60018.
Western Foodservice. Young/Conway Publications Inc., 5444 Wilshire Blvd., Suite 711, Los
Angeles, Calif. 90036.
Numerous other magazines are published, including some state association publications.

Books
Dixon, Edward L., Jr., ed. Franchise Annual. Lewiston, N.Y.: Info Press, Inc. Annual.
Educational Foundation of the National Restaurant Association. Directory o f Computer
Hardware and Software for the Food Service Industry. Washington, D.C.: Educational
Foundation of the National Restaurant Association. Biennial.
The Financial Ingredient in Foodservice Management. Washington, D.C.: Educational
Foundation of the National Restaurant Association, 1981.
The National Restaurant Association also publishes several books and pamphlets, including the
following:
Equipment Maintenance Programs for Foodservice Operators
How to Prepare a Restaurant Operations Manual
Safety Operations Manual
Uniform System o f Accounts for Restaurants
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STATEMENT ON STANDARDS
FOR CONSULTING SERVICES

CONSULTING SERVICES:
DEFINITIONS AND STANDARDS

Introduction
1. Consulting services that CPAs provide to their clients have evolved from advice on
accounting-related matters to a wide range of services involving diverse technical disciplines,
industry knowledge, and consulting skills. Most practitioners, including those who provide audit and
tax services, also provide business and management consulting services to their clients.
2. Consulting services differ fundamentally from the CPA’s function of attesting to the
assertions of other parties. In an attest service, the practitioner expresses a conclusion about the
reliability of a written assertion that is the responsibility of another party, the asserter. In a
consulting service, the practitioner develops the findings, conclusions, and recommendations
presented. The nature and scope of work is determined solely by the agreement between the
practitioner and the client. Generally, the work is performed only for the use and benefit of the
client.
3. Historically, CPA consulting services have been commonly referred to as management
consulting services, management advisory services, business advisory services, or management
services. A series of Statements on Standards for Management Advisory Services (SSMASs)
previously issued by the AICPA contained guidance on certain types of consulting services provided
by members. This Statement on Standards for Consulting Services (SSCS) supersedes the SSMASs
and provides standards of practice for a broader range of professional services, as described in
paragraph 5.
4. This SSCS and any subsequent SSCSs apply to any AICPA member holding out as a CPA
while providing Consulting Services as defined herein.

Definitions
5. Terms established for the purpose of the SSCSs are as follows:
Consulting Services Practitioner. Any AICPA member holding out as a CPA while engaged in
the performance of a Consulting Service for a client, or any other individual who is carrying out
a consulting service for a client on behalf of any Institute member or member’s firm holding out
as a CPA.
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Consulting Process. The analytical approach and process applied in a Consulting Service. It
typically involves some combination of activities relating to determination of client objectives, fact
finding, definition of the problems or opportunities, evaluation of alternatives, formulation of
proposed action, communication of results, implementation, and follow-up.
Consulting Services. Professional services that employ the practitioner’s technical skills,
education, observations, experiences, and knowledge of the consulting process.1 Consulting
Services may include one or more of the following:
a. Consultations, in which the practitioner’s function is to provide counsel in a short time frame,
based mostly, if not entirely, on existing personal knowledge about the client, the circumstances,
the technical matters involved, client representations, and the mutual intent of the parties.
Examples of consultations are reviewing and commenting on a client-prepared business plan and
suggesting computer software for further client investigation.
b. Advisory services, in which the practitioner’s function is to develop findings, conclusions, and
recommendations for client consideration and decision making. Examples of advisory services are
an operational review and improvement study, analysis of an accounting system, assistance with
strategic planning, and definition of requirements for an information system.
c. Implementation services, in which the practitioner’s function is to put an action plan into effect.
Client personnel and resources may be pooled with the practitioner’s to accomplish the
implementation objectives. The practitioner is responsible to the client for the conduct and
management of engagement activities.
Examples of implementation services are providing
computer system installation and support, executing steps to improve productivity, and assisting
with the merger of organizations.
d. Transaction services, in which the practitioner’s function is to provide services related to a
specific client transaction, generally with a third party. Examples of transaction services are
insolvency services, valuation services, preparation of information for obtaining financing, analysis
of a potential merger or acquisition, and litigation services.
e. Staff and other support services, in which the practitioner’s function is to provide appropriate
staff and possibly other support to perform tasks specified by the client. The staff provided will
be directed by the client as circumstances require. Examples of staff and other support services

1 The definition of Consulting Services excludes the following:
a.

Services subject to other AICPA Technical Standards such as Statements on Auditing Standards (SASs), Statements on Standards
for Attestation Engagements (SSAEs), or Statements on Standards for Accounting and Review Services (SSARSs). (These
excluded services may be performed in conjunction with Consulting Services, but only the Consulting Services are subject to the
SSCS.)

b.

Engagements specifically to perform tax return preparation, tax planning/advice, tax representation, personal financial planning
or bookkeeping services; or situations involving the preparation of written reports or the provision of oral advice on the
application of accounting principles to specified transactions or events, either completed or proposed, and the reporting thereof.

c.

Recommendations and comments prepared during the same engagement as a direct result of observations made while
performing the excluded services.
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are data processing facilities management, computer programming, bankruptcy trusteeship, and
controllership activities.
f . Product services, in which the practitioner’s function is to provide the client with a product and
associated professional services in support of the installation, use, or maintenance of the product.
Examples of product services are the sale and delivery of packaged training programs, the sale and
implementation of computer software, and the sale and installation of systems development
methodologies.

Standards for Consulting Services
6. The general standards of the profession are contained in rule 201 of the AICPA Code of
Professional Conduct (AICPA, Professional Standards, vol. 2, ET sec. 201.01) and apply to all
services performed by members. They are as follows:
Professional competence. Undertake only those professional services that the member or the
member’s firm can reasonably expect to be completed with professional competence.
Due professional care. Exercise due professional care in the performance of professional
services.
Planning and supervision. Adequately plan and supervise the performance of professional
services.
Sufficient relevant data. Obtain sufficient relevant data to afford a reasonable basis for
conclusions or recommendations in relation to any professional services performed.
7. The following additional general standards for all Consulting Services are promulgated to
address the distinctive nature of Consulting Services in which the understanding with the client may
establish valid limitations on the practitioner’s performance of services. These Standards are
established under rule 202 of the AICPA Code of Professional Conduct (AICPA, Professional
Standards, vol. 2, ET sec. 202.01).
Client interest. Serve the client interest by seeking to accomplish the objectives established by
the understanding with the client while maintaining integrity and objectivity.2

2 Article III of the Code of Professional Conduct describes integrity as follows:
"Integrity requires a member to be, among other things, honest and candid within the constraints of client confidentiality. Service
and the public trust should not be subordinated to personal gain and advantage. Integrity can accommodate the inadvertent error
and the honest difference of opinion; it cannot accommodate deceit or subordination of principle."
Article IV of the Code of Professional Conduct differentiates between objectivity and independence as follows:
"Objectivity is a state of mind, a quality that lends value to a member’s services. It is a distinguishing feature of the profession.
The principle of objectivity imposes the obligation to be impartial, intellectually honest, and free of conflicts of interest.
Independence precludes relationships that may appear to impair a member’s objectivity in rendering attestation services."
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Understanding with client. Establish with the client a written or oral understanding about the
responsibilities of the parties and the nature, scope, and limitations of services to be performed,
and modify the understanding if circumstances require a significant change during the engagement.
Communication with client. Inform the client of (a) conflicts of interest that may occur
pursuant to interpretations of rule 102 of the Code of Professional Conduct,3 (b ) significant
reservations concerning the scope or benefits of the engagement, and (c) significant engagement
findings or events.
8.
Professional judgment must be used in applying Statements on Standards for Consulting
Services in a specific instance since the oral or written understanding with the client may establish
constraints within which services are to be provided. For example, the understanding with the
client may limit the practitioner’s effort with regard to gathering relevant data. The practitioner
is not required to decline or withdraw from a consulting engagement when the agreed-upon scope
of services includes such limitations.

Consulting Services for Attest Clients
9. The performance of Consulting Services for an attest client does not, in and of itself, impair
independence.4 However, members and their firms performing attest services for a client should
comply with applicable independence standards, rules and regulations issued by the AICPA, the
state boards of accountancy, state CPA societies, and other regulatory agencies.

Effective Date
10. This Statement is effective for engagements accepted on or after January 1, 1992. Early
application of the provisions of this Statement is permissible.

3 Rule 102-2 on Conflicts of Interest states, in part, the following:
"A conflict of interest may occur if a member performs a professional service for a client or employer and the member or his
or her firm has a significant relationship with another person, entity, product, or service that could be viewed as impairing the
member’s objectivity. If this significant relationship is disclosed to and consent is obtained from such client, employer, or other
appropriate parties, the rule shall not operate to prohibit the performance of the professional service . . ."
4 AICPA independence standards relate only to the performance of attestation services; objectivity standards apply to all services. See
footnote 2.
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GLOSSARY

controllable costs
The costs directly controllable by operating management. These include
administrative and general, marketing, and kitchen costs, and the costs of food, beverage, labor,
operating supplies, music and entertainment, fuel, and repairs and maintenance.
cover count

The number of persons served during a meal period or a day.

turn
A measure of business activity, referring to the number of times the dining room is filled
during a meal period. For example, the turn for a 100-seat dining room that seats 150 people
during lunch would be 1.5.
off-premise catering
Catering provided by a caterer or restaurant at a location other than its
facility. Often these locations have no kitchen facilities.
point of sale (POS)
An automated system for recording sales and other related information at
the point of the sale.
portion control

The practice of insuring consistency in portion sizes.

per store average (PSA)
owned.

The average sales per restaurant store when more than one site is

sous vide
A cooking process involving vacuum sealing of raw and partially cooked food, in
plastic pouches. The food can be cooked or reheated in the pouch or served cold from the pouch.
This process extends the shelf life of food and provides excellent portion control.
suggestive selling

The practice of servers suggesting food and drink items to accompany a meal.

three top
A term used to refer to the size of a table or the number of patrons in the party. A
two top is more commonly referred to as a deuce.
tip reporting
A process by which tips are treated as compensation and are reported to the
Internal Revenue Service for employee income tax purposes.
walk-in
A party who comes to a restaurant without reservations. The term is also used to
describe coolers or freezers that personnel can walk into.
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Your assessment of this practice aid will help to ensure that future publications of the Manage
ment Consulting Services Division will be valuable to practitioners. Please photocopy this
questionnaire and complete and mail or fax it to Bill Moran, Management Consulting Services
Division, AICPA, 1211 Avenue of the Americas, New York, New York, 10036-8775, facsimile
number (212) 575-3846.
Thank you for your assistance.
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0
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0
1
2
3
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3.
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4
5
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If no, please explain_______________________

4.
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If yes, please explain_________________________________________________ _
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Assisting Clients in Maximizing Profits: A Diagnostic Approach
Effective Inventory Management for Small Manufacturing Clients
Assisting Clients in Determining Pricing for Manufactured Products
Business Planning
Personal Financial Planning: The Team Approach
Valuation o f a Closely Held Business
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Evaluating and Starting a New Business
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EDP Engagement: Software Package Evaluation and Selection
EDP Engagement: Assisting Clients in Software Contract Negotiations
Assisting Clients in the Selection and Implementation of Dedicated Word Processing System s
Litigation Services
Mergers, Acquisitions, and Sales
Improving Productivity Through Work Measurement: A Cooperative Approach
EDP Engagement: Implementation o f Data Processing System s Using Mainframes or Minicomputers
Conversion to a Microcomputer-Based Accounting System
Assisting Clients in Developing an Employee Handbook
Microcomputer Security
Microcomputer Training
Disaster Recovery Planning

MAS Practice Administration Aids Series

No.
No.
No.
No.
No.
No.

1
2
3
4
5
6

Developing an M A S Engagement Control Program
Cooperative Engagements and Referrals
Written Communication of Results in M A S Engagements
Starting and Developing an M A S Practice
Communicating With Clients About M A S Engagement Understandings
Human Resources Planning and Management for an M A S Practice

MCS Industry Consulting Practice Aids Series

No. 92-1

Restaurants and Food-Service Establishments

055132

